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During the early part of 1949, a smaller amount
of business expenditures for plant and equipment,
coupled with a substantial volume of funds received
from retained earnings and from liquidation of in-
ventories and customer receivables, resulted in a
significant increase in liquidity of large corpora-
tions, as is indicated in the leading article in this
BULLETIN. Despite the increase in investment
which occurred in the last half of 1949, end-of-year
financial statements indicate that large companies
as a group still had on hand a much larger volume
of liquid assets relative to their current liabilities
than was the case at the end of 1948.
This increase in liquidity was confined for the
most part to companies in manufacturing indus-
tries. In 7 of the 10 major manufacturing groups
which are typically large company industries,
the increase in corporate liquidity reflected a shift
in current asset holdings from inventories and ac-
counts receivable to cash and marketable securities,
accompanied by a reduction in short-term bank and
trade debt, accrued Federal income taxes, and other
current liabilities. In 2 manufacturing groups, the
increase in liquidity reflected a smaller decline in
cash and marketable securities than in current
liabilities, while in one it resulted from a greater
increase in liquid asset holdings than in current
liabilities.
Increased liquidity during 1949 was less pro-
nounced among large retail trade concerns than in
any of the manufacturing industries except non-
ferrous metals, as the chart shows. While trade
concerns reduced inventories and short-term in-
debtedness moderately, they added relatively little
to liquid assets. Instead, they invested substantial
amounts in customer receivables, as credit sales in-
creased in importance relative to cash sales follow-
ing the gradual relaxation and final removal of
consumer instalment credit regulations.
The decline in liquidity of electric and gas utili-
ties in 1949 reflects the experience of two companies
that transferred to current liabilities a substantial
amount of bank indebtedness falling due in 1950.
Excluding these two companies, there was prac-
tically no change during 1949 in the liquidity posi-
tion of large electric and gas utilities as a group
since liquid assets and current liabilities each in-
creased slightly. The railroad and telephone com-
munication industries were in a less liquid position
than in 1948 since they reduced their liquid asset
holdings in order to finance substantial plant and
equipment expenditures.













END OF YEARS 1949 AND 1948
OF LIQUID ASSETS TO CURRENT LIABILITIES
Y/////////////////////M
The foregoing observations are based on data
compiled for a sample of 300 large corporations in
10 manufacturing industries, retail trade, and 3
public utility groups.
1 Other differences and simi-
larities in large corporation financing during 1949
are summarized in the following paragraphs.
USES OF FUNDS
In general, with the completion of many plant
expansion programs begun since the war, together
with lower price and production levels during the
first half of 1949 and uncertainty about business
prospects, corporations in most industries increased
1 For description of the sample and analysis of financial ex-
perience in prior years, see Charles H. Schmidt, "Industrial
Differences in Large Corporation Financing in 1948," Fed-
eral Reserve BULLETIN, June 1949, pp. 626-33.
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their holdings of cash and its equivalent, repaid
bank loans and short-term debt and, as compared
with 1948, used a much smaller proportion of their
available funds for new investment.
Increase in liquid asset holdings. Large companies
in retail trade, electric power and gas, and 8 of the
10 manufacturing groups increased their holdings
of cash and marketable securities in 1949. Retail
trade and electric utility companies, whose capital
expenditures were still increasing in 1949, used a
relatively small portion of their funds to increase
holdings of cash and/or marketable securities. For
manufacturers of machinery, automobiles, and other
transportation equipment, on the other hand, ex-
pansion of liquid asset holdings was the single most
important use of funds in 1949. In the food, rubber,
chemical, and iron and steel industries, it was second
only to plant and equipment expenditures. For the
most part reflecting inventory liquidation, reduced
plant and equipment expenditures, and a continued
large volume of funds from operations, manufactur-
ing companies in the sample increased their invest-
ment in marketable securities—largely United States
Government securities—by more than one billion
dollars in 1949, and their holdings of cash by 200
million dollars.
Decline in plant and equipment expenditures. The
fact that the first major phase of postwar expansion
of plant and equipment has now largely run its
course is clearly evident in figures for the 300 com-
panies in the sample. In the aggregate, these com-
panies spent 15 per cent less on plant and equip-
ment in 1949 than in 1948. The largest relative
declines occurred in the machinery, chemical, and
tobacco groups.
Nonferrous metals, railroad, electric power and
gas, and retail trade were the only groups for which
plant and equipment expenditures exceeded the
level of the preceding year. There would have been
a slight decline for the nonferrous metals group had
it not been for the purchase by one company of war-
built facilities formerly operated under lease from
the Government. Capital expenditures by railroad
companies were somewhat above the 1948 level
despite the fact, noted in the leading article, that
equipment expenditures were sharply curtailed in
the second half of last year. The steadily increasing
capital outlays in the electric power and gas industry
in 1949 reflected the magnitude of postwar ex-
pansion programs, the length of time required to
complete new installations in this field, as well as
the delaying effect of materials shortages during
the early postwar period. Increased capital ex-
penditures of large retail trade concerns probably
reflected modernization programs undertaken in
response to increased competition.
Repayment of bank debt. For all industries to-
gether (excluding railroads, for which data on bank
loans are not available) funds used by large cor-
porations to retire short- and long-term bank debt
increased only slightly in 1949, from 485 million
dollars in 1948 to 530 million last year. The fact
that retirement of bank debt exceeded new borrow-
ing from banks, in the aggregate and in 8 of the
industries, reflects a sharp decline in new borrow-
ing rather than a significant increase in repayment
of outstanding bank debt.
Food processors, chemical and automobile manu-
facturers, and electric power and gas utilities were
the only groups of companies to retire a substan-
tially larger volume of bank loans in 1949 than in
1948. Petroleum companies, on the other hand,
which had retired 95 million dollars of bank credit
in 1948, reduced their indebtedness to banks by
only about 15 million in 1949.
Reduction of other debt. Reduction of short-term
debt other than bank loans was primarily a reflection
of the lower average level of activity during 1949.
In all industries except foods, for example, trade
debt incurred in 1949 for the purchase of materials
and supplies was less than the amount of previously
incurred debt paid off in 1949. Similarly, with the
decline in profits, the amount set aside for payment
of income taxes was generally less in 1949 than it
had been in 1948.
SOURCES OF FUNDS
Despite widespread declines from 1948 levels of
corporate profits, funds derived from current op-
erations in 1949—that is, profits after taxes and
dividends, and depreciation allowances—were still
large relative to corporate financial requirements.
In addition, a substantial volume of internal funds
was made available through liquidation of inven-
tories and accounts receivable. As a result, the
total dollar volume of internal funds was at least
as large in 1949 as in 1948 in all of the 14 groups
except petroleum and retail trade. As the table
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1 Gross sources were derived by combining positive amounts in the Sources of Funds and negative amounts in the Uses of Funds
sections of the Composite Sources and Uses of Funds Statement.
NQTE.—-Details, may not add to totals because of rounding.
shows, 8 of the groups financed 90 per cent or
more of their 1949 requirements from internal
funds. In the few industries in which a significant
proportion of funds was obtained externally, there
was a shift in 1949, as compared with 1948, from
debt to equity financing. The increased preference
for equity funds reflected both improved prospects
for stock financing and a desire for permanent
capital rather than for temporary funds such as
had been required for the initial financing of post-
war expansion programs.
Liquidation of inventories and receivables. Business
organizations obtain internal funds from two gen-
eral sources: retained earnings plus current deprecia-
tion allowances, and liquidation of assets. In a
period of economic prosperity the former generally
account for the largest proportion of internal funds,
and in 1948 they accounted for over 90 per cent
of the internal funds of the 300 large companies in
the aggregate.
In 1949, for the first time in recent years, retail
trade companies reduced their inventories signifi-
cantly and large corporations in most manufacturing
industries liquidated inventories and also reduced
the amount of customer financing (as evidenced by
accounts receivable). Such liquidation was rela-
tively minor in the tobacco, petroleum, and auto-
mobile groups, but in the remaining 7 manufactur-
ing groups and in retail trade it accounted for 20 to
45 per cent of total sources of funds. In several in-
dustries—particularly food, rubber, machinery, non-
ferrous metals, and retail trade—liquidation of in-
ventories or receivables was largely responsible for
the relatively greater importance of internal funds
in 1949.
Funds from operations. In absolute dollar terms,
the volume of funds retained from operations by
large companies declined from 1948 to 1949 in all of
the 14 industry groups except 4—the tobacco, auto-
mobile, electric power, and communications indus-
tries. These declines reflected a drop in sales and
the disbursement of a larger proportion of net
profits in dividends.
Relative to total financial requirements, however,
funds derived from operations were larger in the
aggregate than in 1948 and, among the individual
industries, fell below the 1948 level only in the rub-
ber, nonferrous metal, other transportation equip-
ment, and railroad groups. For large tobacco com-
panies, a decline of 50 per cent in total uses of funds
together with a small increase in retained earnings
resulted in a very great increase in the relative im-
portance of the latter.
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External financing negligible in most industries.
Financing through bank credit, long-term debt,
stock issues, or increased allowance for accrued
taxes and other current liabilities was relatively un-
important in 1949 among large manufacturing and
trade corporations. The only exceptions were bank
credit in the nonferrous metal group, increased tax
accruals in the automobile group, increases in other
current liabilities—principally advances on contracts
—in the other transportation equipment group, arid
sale of stock in the tobacco group. In the remain-
ing six manufacturing industries and in retail trade,
at least 90 per cent of total needs was provided by
internal sources and no more than a negligible pro-
portion of total investment was financed from any
single external source.
The food processing, tobacco, and machinery
industries, which had obtained substantial funds
through long-term borrowing in 1948, obtained
little or none in this way during 1949. Individual
companies in several industries did increase their
long-term indebtedness moderately in 1949, but, in
the group totals, such increases were largely offset
by retirements by other companies.
Railroad companies obtained practically all of
their external financing in 1949 through long-term
borrowing. However, such borrowing accounted
for less than 10 per cent of the industry's total
funds as compared with 20 per cent in 1948. No
company in this group has issued or retired any
capital stock since 1946.
The electric and gas utility and communications
groups continued to finance a large proportion of
their investment expenditures externally. Electric
power and gas utilities obtained about 30 per cent
of their total investment funds through long-term
borrowing and about 25 per cent through sale of
stock. In the communications industry the corre-
sponding proportions were 20 and 28 per cent. In
both groups, the percentages for long-term borrow-
ing represent a sharp decline from 1948, and those
for stock issues a moderate increase.
NOTE.—Composite Balance Sheet, Selected Income Statement, and Sources and Uses of Funds data for
the sample of large corporations discussed in this article are shown on the following pages.
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1 For one or two companies in the food, petroleum, and iron and steel industries, reports for 1949 excluded, and for 1947 and 1948 included, foreign subsidiaries. Balance sheet and income statement
data and sources and uses of funds of these companies for 1949 have been adjusted so as to be comparable with earlier years.
2 Includes relatively small amounts of intangibles and current assets not shown separately.
3 Includes current instalments of principal repayments on mortgages and bonds, accrued interest and charges, dividends payable, etc.
4 Includes pension reserves and minority interest in capital stock and surplus.
5 Includes reserves for self-insurance, contingencies, plant replacement, and possible future declines in value of inventories.
6 Excludes nonrecurring charges and credits to income, tax refunds, payments of prior year's taxes, gains on sales of assets, and charges and credits to and from surplus reserves.
7 Data for two companies estimated.
8 Includes intangibles.
9 Included with other short- and long-term liabilities.
1
0 Includes State income and property taxes.
NOTE.—Includes most of the largest companies in each industry group having fiscal years that end on or around December 31 and for which data are available in investment manuals and company reports
to stockholders. Manufacturing and trade groups include only companies with end-of-year 1949 total assets of 10 million dollars and over; railroads, Class I roads with total assets of 265 million and over;
utilities, Class A and fi electric and gas companies with total assets of 90 million and over; communication, American Telephone and Telegraph Company and principal subsidiaries comprising the Bell System.
Details may not add to totals because of rounding.
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$1,143 $1,222 $1,168 $1,496
1,197 1,113 1,080 1,460
-67 76 -25 -12
12 21 36 20
1 13 76 30
0 0 0 0
1 Net profit after taxes plus current depreciation accruals and minus cash dividends paid; nonfund and nonrecurring charges and credits to
income have been eliminated from net profit.
2 Less than 0.5 million dollars.
3 Proceeds from sale of fixed assets and investments, tax refunds, and extraordinary sources of funds.
4 Company figures which in some cases include, and in others exclude,, dry hole costs.
5 Prior year tax payments, charges resulting from devaluation of foreign currencies, and extraordinary uses of funds.
6 Included with other short- and long-term liabilities.
-Includes State income and property taxes.
NOTE.—-Figures were derived from income data and year-to-year changes in balance sheet accounts, as shown in the Composite Balance
Sheet and Income Statement. Asset write-ups and write-downs, stock dividends, and other nonfund bookkeeping transfers are not shown sep-
arately, but are eliminated from the income data and changes in balance sheet accounts in the Sources and Uses of Funds Statement. Negative
figures in the Sources of Funds section represent uses of funds, while negative figures in the Uses of Funds Section represent sources of funds.
Details may not add to totals because of rounding.
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